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INTRODUCTION 


Soviet Premier Khrushchev’s letter of June 2, 1958, to President 
Eisenhower proposing an increase in trade between the Soviet Union 
and the United States, and the visit to the United States of Soviet 
Deputy Premier Mikoyan in January 1959 have aroused considerable 
interest in the present status of trade relations between the two coun- 
tries and prospects of their future development. 

The present situation can best be summarized by comparing the 
trade figures for 1947 and 1958. In 1947 the United States exchanged 
$693 ,461,000 in exports and $224,947,000 in imports with Communist 
countries. In 1958, despite a sizable increase in trade over 1957, 
U.S. exports to the bloc totaled only $113 million and imports from 
Communist nations of $64 million. The great bulk of trade in 1958 
was conducted with Poland. 

In his letter Premier Khrushchev proposed the signing of a com- 
mercial agreement between the Soviet Union and the United States 
which he stated would promote trade that “‘might amount to several 
billion dollars in the next few years.” The development of such a 
volume of trade was premised on the extension of long-term credits 
by the United States. In his talks in this country, Mr. Mikoyan 
implied also that liberalization of our export restrictions and rein- 
statement of ‘‘most-favored-nation treatment are necessary condi- 
tions for improvement in U.S.-U.S.S.R. trade. 

President Eisenhower rejected the necessity of formalizing trade 
relationships to bring about an increase in trade in his reply of July 
14, 1958. Moreover, he asserted that normal commercial credit pres- 
ently available is adequate for a sizable trade expansion. Although 
the President’s letter indicated that a more detailed reply would be 
forthcoming, none has yet been made. 

On February 21, 1959, as chairman of the Senate Foreign Relations 
Committee, I submitted a list of questions to the Department of State 
pertaining to our policy toward trade with the Soviet Union. The 
answers to these questions provide one of the most comprehensive 
statements of the administration’s position on U.S—U.S.5.R. trade 
relations available. The publication of this material will clarify the 
administration position. 

In addition to my letter to the Department of State and the lengthy 
and detailed responses to it, also included in this publication are: 
Premier Khrushchev’s letter of June 2, 1958, to President Eisenhower; 
President Eisenhower’s answer of July 14; a speech entitled “Realities 
of Soviet Foreign Economic Policies” delivered by Mr. Douglas Dillon 
in New Orleans on January 27, 1959; and excerpts from the Twelfth 
Report on the Mutual Defense Assistance Control Act of 1951 by the 
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Department of State pertaining to United States and free world restric- 
tions on trade with the Soviet bloc. 

At a time when our European allies are increasing their trade with 
the Soviet bloc—recently manifested in the signing of a 5-year com- 
mercial agreement between the Soviet Union and Great Britain—and 
when the Soviet Union is pressing hard its economic offensive, I believe 
that this document will be of considerable value, not only to Members 
of Congress but to American businessmen and anyone concerned with 
the foreign economic policy of the United States. 


J. W. Fuusricut, Chairman. 


| 
| 








LETTER OF JUNE 2, 1958, FROM PREMIER KHRUSHCHEV 
TO PRESIDENT EISENHOWER 


Dear Mr. Presipent: I am addressing this letter to you in order 
to take up once again the question concerning which there has recently 
been a certain exchange of opinions between the Governments of our 
two countries and to which the Soviet Government attaches very 
great importance, namely, the question of the ways and means to 
improve and develop the relations between the Soviet Union and 
the United States of America. I must say that, in my opinion, there 
are great and so far unused opportunities to solve this problem. 

The Soviet-American agreement on exchanges in cultural, technical, 
and educational fields that was signed recently was, in our opinion, 
a good practical step toward a rapprochement between our two 
countries. It is comforting to see that the conclusion of this agreement 
has met with the approval of large elements of the public both in the 
U.S.S.R. and in the United States of America, as well as in other 
countries. I believe that it has met with such a reception primarily 
because peoples saw in this agreement concrete proof of the fact that 
Soviet-American relations can really improve, which makes it possible 
to hope also for a general improvement in the present unstable and 
troubled international situation. 

If we want to justify these hopes of many millions of people, we 
should exert joint efforts both in finding a peaceful and concerted 
solution to urgent, common international problems, which, we are 
convinced, can be furthered by a meeting at the highest level of top 
os officials as opt by the Soviet Union, and in further 

eveloping direct relations between the Soviet Union and the United 
States of America. 

In considering possible further steps in this direction, the Soviet 
Government has come to the conclusion that the existing conditions 
permit taking important and far-reaching steps to develop trade 
relations between the U.S.S.R. and the United States which will be 
of great mutual benefit to both our countries and will further the cause 
of world peace. 

There is no need to dwell on the usefulness of developing economic 
and, above all, trade relations between countries. The importance 
of such relations is obvious and it has been repeatedly emphasized by 
Government officials both of the U.S.S.R. and the United States of 
America. Weremember, for instance, the words of the late Secretary 
of State of the United States, Cordell Hull, to the effect that ‘‘com- 
merce and association may be the antidote for war.” You I believe, 
will-agree that now, in particular, as perhaps never before, the world 
is in need of such an antidote. 

Extensive trade between the Soviet Union and the United States 
of America is nothing new for our countries. After all, there have 
been periods when economic relations expanded very successfully to 
the advantage of both sides. However, during the past 10 years 
trade between the Soviet Union and the United States of America not 
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only failed to attain further development, but, on the contrary, 
decreased to a negligible level for reasons beyond the control of the 
U.S.S.R. The United States of America is now the only great power 
that has no trade agreement with the Soviet Union. Individual trade 
transactions concluded between American firms and Soviet organiza- 
tions for foreign trade are very insignificant and in no way correspond 
to the economic potentials of the two countries. 

It appears to us that the time has come for the Governments of the 
U.S.S.R. and the United States of America to take concerted action 
for improving and widely developing Soviet-American trade relations 
and that such action on the part of our Governments would satisfy 
the mutual interests of both states and would be favorably received 
by the peoples of our countries. 

Motivated by the sincere desire to improve relations between our 
countries, the Government of the Soviet Union proposes to the 
Government of the United States of America that they jointly take 
resolute steps to expand trade between them. 

‘The Soviet Union and the United States of America, as the two 
strongest powers from the economic standpoint, can engage in trade 
with each other on a large scale. During the last decade, the United 
States has considerably expanded its production facilities and it is 
natural for American business circles to be interested in a substantial 
expansion of foreign trade. At the same time, the Soviet Union, at 
its present high level of economic development, now has immeasurably 
greater possibilities and resources for trade with other countries, 
including the United States, then ever before. 

I should like, Mr. President, to emphasize particularly that the 
Soviet Government, in advancing its proposal for the expansion of 
Soviet-American trade, by no means has in mind armaments or plant 
equipment for military production. 

The Soviet Union is now engaged in carrying out a new and exten- 
sive program for a further increase in the production of consumer 
goods. Along with an increase in the output of products made of 
natural raw materials, this program provides for considerable expan- 
sion of the production of synthetic materials—fibers, plastics, leather, 
furs, and finished articles made thereof. This program pursues 
exclusively peaceful purposes and is directed toward further improving 
the prosperity of the population. 

The Soviet Union has all the possibilities and its own resources 
for carrying out this program successfully. However, in order to 
expedite this program, the Government of the Soviet Union could 
make large-scale purchases of appropriate equipment and materials 
in the United States. Thus, the United States would have the oppor- 
tunity to expand the volume of orders placed with its industrial enter- 
prises and increase the employment of its population, while the 
U.S.S.R. would be able to expedite still further its program for the 
production of consumer goods. 

In the opinion of the Soviet Government, cooperation between our 
countries in the field of the production of synthetic materials and 
finished articles thereof could be developed along the following lines: 

Purchases by the Soviet Union of industrial equipment in the 
United States, including complete equipment for plants and factories; 

Conclusion of agreements with firms for obtaining licenses in indi- 
vidual cases, for inviting American specialists to work in Soviet 











U.S.—U.S.S.R. TRADE RELATIONS 5 


enterprises as consultants on the production of certain synthetic 
materials, and for acquainting Soviet specialists with the production 
of these materials and finished articles thereof. The Soviet Union, 
for its part, is prepared to make it possible for American specialists to 
learn about the achievements of the U.S.S.R. in this field; 

Organization of meetings of American and Soviet scientists and 
specialists for discussing problems of production of synthetic materials, 
organization of exhibits of samples of materials, products made from 
them, etc.; 

Mutual participation of Soviet scientists in the work of scientific 
research institutions of the United States of America, and of American 
scientists in the work of scientific research institutions of the U.S.S.R., 
both with a view to exchanging experience and also to developing 
jointly new types of synthetic materials and technological processes. 

At the same time the Soviet Union could propose a broad program 
for placing orders in the United States of America also for other types 
of equipment for the production of consumer goods, and for housing 
and public construction. Orders could be placed for refrigeration 
equipment; installations for air conditioning; equipment for the cel- 
lulose, paper, and wood-processing industries, the textile, leather- 
footwear, and food industries; television equipment; equipment for 
the manufacture of packing materials; packing, packaging, and auto- 
matic vending machines; pumps and compressors; machinery for the 
mining industry, for the manufacture of building materials and the 
mechanization of construction; hoisting, transporting, and other 
equipment. 

In addition to this, big orders could be placed for a number of 
industrial materials and finished products, including orders for equip- 
ment for rolling ferrous metals, pipes for city gaslines, various chemical 
products, medical equipment, medicines, and certain consumer goods. 

The Soviet Government assumes that purchases of equipment and 
various materials in the United States of America under the cor- 
responding agreement on the part of both sides might amount to 
several billion dollars in the next few years. 

Naturally, there arises the question of payments for such large 
purchases of American goods. The Soviet Union is able to pay for 
its purchases through the delivery of Soviet goods which are of 
interest to the United States of America, and among such goods we 
might mention manganese and chromium ores, ferrous alloys, plati- 
num, palladium, asbestos, potassium salts, lumber, cellulose and 
paper products, certain chemical products, furs, and other goods. If 
American firms manifest an interest, the Soviet Union could also 
consider the question of developing the extraction of iron ore for 
delivery to the United States of America. At the same time the 
Soviet Union could propose to the United States of America a number 
of types of modern machinery and equipment which could be of 
interest to American firms. 

We realize that the break in commercial relations between our two 
countries has created certain difficulties in renewing American pur- 
chases of Soviet goods in considerable dimensions within a short 
period of time. Apparently this would require a certain amount of 
time. On the other hand, American firms are interested in obtaining 
orders now. If this is the case, we are prepared in the next few years 
to purchase more American goods than we sell of ours. 

41743—59 2 
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In this connection, in particular, the question arises concerning 
possible payments in installments and making available long-term 
credits on normal terms and conditions. 

Of course, it is possible to begin the development of commerce on 
the basis of reciprocal deliveries, but because of the circumstances 
stated above, credit and payments in installments might create condi- 
tions for considerably larger immediate Soviet orders and purchases 
in the United States of America. 

It is also obvious that the development of trade between the 
U.S.S.R. and the United States of America will require the creation 
of the requisite contractual and legal basis. The question of creating 
such a basis, as well as that of implementing a program for purchases 
of American goods and deliveries of Soviet goods, and also payments 
for them, could, provided the Government of the United States of 
America consents, be subject to intergovernmental negotiation. The 
reaching of an agreement on these problems would create favorable 
conditions for extensive trade operations between the American and 
Soviet organizations concerned. 

We also believe that the successful development of Soviet-American 
trade would be an effective contribution to the general revival of 
international trade. This would be a good example for the normal- 
ization and expansion of economic ties of other countries. From such 
a course of events everyone would gain, including the United States 
of America, which might receive big and profitable orders not only 
from the Soviet Union but also from many other countries. 

Such, Mr. President, are the considerations of the Soviet Govern- 
ment concerning the possibilities of developing trade between the 
United States of America and the Soviet Union. We hope that the 
Government of the United States of America will consider with due 
attention the proposals set forth in this letter. A positive solution 
of the question of Soviet-American trade would also be an important 
step toward a rapprochement between our two countries. 

With sincere respect, 


N. KuRUSHCHEY, 
Chairman of the Council of Ministers of the Union of S.S.R. 


JUNE 2, 1958. 








LETTER OF JULY 14, 1958 FROM PRESIDENT EISENHOWER 
TO PREMIER KHRUSHCHEV 


Dear Mr. Cuarrman: I have read with interest your letter of June 
2, 1958, proposing a considerable increase in United States-Soviet 
trade. As I made clear at the Geneva Conference of Heads of 
Government in 1955 and more recently in my letter of January 12, 
1958, to Premier Bulganin, the United States favors the expansion of 
peaceful trade with the Soviet Union. Expanded trade between our 
countries could, under certain conditions, be of mutual benefit and 
serve to improve our relations in general. This would especially be 
true if it were accompanied by broad contacts between our peoples 
and a fuller exchange of information and ideas aimed at promoting 
mutual understanding as a basis for lasting peace. 

Americans believe that the economic welfare of each contributes to 
the economic welfare of all. Therefore they cannot but welcome the 
emphasis you place in your letter on striving to expand the supply of 
consumers goods and housing available to the Soviet people. Our 
people have done a great deal in recent years to promote higher 
standards of living through expanded trade with many countries. 
They would like to trade with the Soviet Union as well, for the same 
purpose. 

As you know, U.S. export and import trade is carried on by indi- 
vidual firms and not under governmental auspices. There is no need, 
therefore, to formalize relations between United States firms and Soviet 
trade organizations. Soviet trade organizations are free right now, 
without any need for special action by the U.S. Government, to develop 
a larger volume of trade with firms in this country. They may not be 
taking advantage of all available possibilities. In recent years, U.S. 
firms have bought far more from Soviet trade organizations than the 
latter have purchased from the United States. Furthermore, many 
of the more important Soviet trade items mentioned in your letter 
are accorded duty-free entry into the United States. Thus, the situa- 
tion favors the expansion of Soviet purchases in this country. While 
the extension of long-term credits for Soviet purchases in t the United 
States would raise complex legal and political questions, the normal 
commercial credit terms presently available to Soviet trade organ- 
izations permit the further expansion of trade between our two 
countries. 

I am asking the Department of State to examine the specific pro- 


posals contained in your letter and to communicate further with your 
Government. 


Sincerely, 
Dwicut D. EIsENHOWER. 
7 








SENATOR FULBRIGHT’S LETTER OF FEBRUARY 21, 1959, TO 
MR. DOUGLAS DILLON 


The Honorable C. Doueias Ditton, 
Under Secretary of State, Department of State, Washington, D.C. 

Dear Dovetas: As you know, Mr. Khrushchev, in a letter to the 
President on June 2, 1958, proposed an increase in trade between 
the United States and the Soviet Union. In President Eisenhower’s 
reply, dated July 14, 1958, he stated that the Department of State 
would examine the specific proposals contained in Mr. Khrushchev’s 
letter and would communicate further with the Soviet Government. 

In answer to a letter of inquiry from Senator Sparkman on this 
subject, you stated in a letter of July 16, 1958, that the Department 
of State was working on a reply to Mr. Khrushchev’s specific pro- 
posals. It is my understanding that no such reply has as yet gone 
forward. Preliminary to further study of this subject by the Com- 
mittee on Foreign Relations, I would appreciate having fully coordi- 
nated executive branch answers to a list of questions which I have 
attached. 

Sincerely yours, 
J. W. Fursricat, Chairman. 


§ 








THE REPLY OF THE DEPARTMENT OF STATE TO SENATOR 
FULBRIGHT’S QUESTIONS 


1. Why has there been such a long delay in replying to the specific 
proposals on trade made by Mr. Khrushchev in his letter of June 
2, 1958? Does the U.S. position in the eyes of friendly countries 
suffer as a result of this delay? 

President Eisenhower’s letter of July 14, 1958, contained a reply in 
general terms to Mr. Khrushchev’s letter. The preparation of a 
further reply has been delayed by two factors: Soviet activities which 
have heightened tension in relations between the United States and 
the Soviet Union, and the visit of Deputy Premier Mikoyan. 

On the heels of the Soviet note, a crisis arose in the Middle East 
during which the Soviet Government activities were directed at 
heightening general tension. Early in August Premier Khrushchev 
visited Mao-tse-tung and on August 23, 1958, the Chinese Com- 
munists began the shelling of Quemoy which precipitated a crisis in 
the Taiwan Straits. The Soviet Union gave active support to the 
efforts of the Chinese Communists to damage our security positions 
in the west Pacific. On November 10, 1958, Premier Khrushchev 
announced certain Soviet intentions about Berlin and Germany which 
carry serious implications for our security. 

In the circumstances, it seemed that a reply to the Soviets couched 
in constructive and conciliatory terms might be misunderstood. 

In December, Mr. Mikoyan eiltiowhind his intention to visit the 
United States. It was, therefore, felt more desirable to discuss the 
trade proposals directly with him rather than in correspondence. At 
a meeting between the Under Secretary of State for Economic Affairs, 
Mr. Dillon, and Mr. Mikoyan, the subject was discussed fully and 
frankly and a clearer understanding was reached as to the problems 
concerned in American-Soviet trade relations. 

Since Mr. Mikoyan was given the substance of the proposed Depart- 
ment of State reply, the urgency of submitting a formal written reply 
has been reduced. Moreover, the U.S. position on most aspects of 
U.S.-U.S.S.R. trade relations was clearly set forth on January 27, 
1959, in a public speech by Mr. Dillon entitled: “Realities of Soviet 
Foreign Economic Policies.” 

There is no evidence that the U.S. position has suffered in the eyes 
of friendly countries as a result of the delay in replying to the trade 
proposals made by Mr. Khrushchev. ‘The absence of press reaction to 
the coolness with which Mikoyan’s more recent trade proposals were 
received was notable in light of the very intensive press coverage of 
the Mikoyan visit. The Communists and their close collaborators 
aside, there has been little if any foreign interest in, and support for, 
the Khrushchev and Mikoyan proposals. 


2. What are the issues which need to be resolved in preparing a reply 
to Mr. Khrushchev’s proposals as the executive branch sees them? 

The only issue which remains is when, if at all, to send a formal 
written reply to the Soviet Union. When he was in the United States, 
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Mr. Mikoyan received verbally the substance of the U.S. position on 
the major issues and a comprehensive public address on the subject 
was made by Mr. Dillon. Thus, there is no urgency to send a formal 
written reply. Moreover, it is clear that the present is not the appro- 
priate time for a reply on this subject. 


3. President Eisenhower, in his reply to Mr. Khrushchev’s proposals, 
stated that the United States favors the expansion of peaceful 
trade with the Soviet Union. What has the administration done 
which will support such a statement? 


The administration considers that U.S. trade with the Soviet Union 
is conducted, and should continue to be conducted, by private Ameri- 
can businessmen. The proper function of the U.S. Government is 
merely to establish the framework within which such trade takes 
place. The administration therefore considers that the most direct 
and effective method by which United States-Soviet trade can be 
increased is for the Soviets to purchase more in the United States, and 
for the Soviets to offer a wider selection of products at reasonable 

rices. 
™ This has been pointed out to the Soviets in the President’s reply of 
July 14 to Mr. Khrushchev, in Under Secretary Dillon’s conversation 
with Mr. Mikoyan during his recent visit in Washington, and in Mr. 
Dillon’s speech on Soviet foreign economic policy, delivered at New 
Orleans on January 27, 1959. 

In his conversation with Mr. Mikoyan and in his New Orleans 
speech, Mr. Dillon suggested that there are a number of things the 
Soviets could do to create greater confidence in the American business 
community and thereby contribute to increased trade. They could, 
for example, make firm arrangements to settle their outstanding 
financiel obligations to the United States; permit a grecter degree of 
access by private American firms to both producing and consuming 
units in the Soviet Union; introduce ¢ measure of predictability into 
Soviet foreign trade relations by making public their intentions with 
respect to specific goods which they intend to buy and sell under their 
foreign trade plans; take measures to provide assurance to foreigners 
of genuine protection for private industrial property rights as well as 
authors’ rights; and demonstrate firmer adherence to business princi- 
ples, rather than turn trade off and on in the interest of political 
expediency. 

everal of the actions which the Soviets would like the United 
States to take—a removal of the prohibition against the extension of 
private credits to the U.S.S.R, the grant of most-favored-netion 
treatment to the Soviet Union, and the removal of the prohibition 
against the importation of certain furs—are specificelly forbidden by 
legislation now in force. These subjects are discussed under question 
4 


Although the Soviets talk in terms of increasing peaceful trade, they 
would also like the United States to relax its controls over exports of 
strategic goods. Since U.S. export controls have been progressively 
liberalized in recent years, however, they are now highly sdleaive in 
nature and leave a large area of freely permitted trade. In fact, only 
a very small portion o: U.S. exports to the entire world are subject to 
embargo to the bloc. 
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The Soviets also desire the removal of the present prohibition e gainst 
imports of Soviet crabmest. This prohibition was imposed by the 
Treasury Department in accordance with section 307 of the Tariff 
Act of 1930, which prohibits the importation of a product manufac- 
tured by forced labor. In conformity with the policy which has been 
consistently followed in such cases, regardless of the country concerned, 
the prohibition will not be removed until evidence has been obtained 
indicating that Soviet crabmeat is no longer produced by forced 
labor. The Soviets have infermally indicated on several occasions 
that they are not inclined to permit an on-the-spot investigation of 
their crabmeat canneries for this purpose. The Department of State 
plans, however, to make a new approach to them on this subject in 
the near future. 


4. In your statement to the Committee on Foreign Relations on 
January 21, 1959, you stated that Mr. Mikoyan had told you 
that trade with the U.S.S.R. must be in accordance with certain 
terms which in your view “would require both the repeal of the 
congressional prohibitions on most-favored-nation treatment for 
the Soviet Union and the importation of Russian furs and the 

ant of large-scale long-term credits to cover Soviet purchases.”’ 
Would you discuss the problems involved in meeting such terms? 


A. Most-favored-nation treatment 


Section 5 of the Trade Agreements Extension Act of 1951 was 
enacted because of the Soviet Union’s conduct in international affairs, 
and particularly its responsibility for the events in Korea. This 
section requires that no reduced duty or other concession contained 
in any trade agreement be granted to the U.S.S.R. or countries 
dominated or controlled by it. The President accordingly proclaimed, 
effective as of January 5, 1952, the abrogation of the 1937 commercial 
agreement which had granted most-favored-nation treatment to the 
Soviet Union. 

Should section 5 of the Trade Agreements Extension Act of 1951 be 
repealed, most-favored-nation treatment on tariffs and other customs 
matters would be accorded to products of the Seviet Union by virtue 
of the terms of section 350 of the Tariff Act of 1930 (the Trade Agree- 
ments Act). Under Secretary Dillon indicated in his talk with 
Deputy Premier Mikoyan and in his speech at New Orleans on 
January 27, 1959, that congressional action on section 5 would 
probably depend upon an improvement in United States-Soviet 
relations. 

The principal economic problems involved in granting most-favored- 
nation treatment to the Soviet Union would be; 

(i) the effect on U.S. producers and consumers; 

(ii) the possible adverse impact on certain exports to the 
United States from friendly countries whose U.S. markets would 
be affected by Soviet exports; 

(iii) the economic advantages which the Soviet Union would 
derive from most-favored-nation treatment; 

(iv) the inability of a state trading country like the Soviet 
Union to grant reciprocal concessions to the United States which 
would be comparable with most-favored-nation treatment by the 
United States. 
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The major political question is the extent, if any, to which U.S. 
action in this field would improve United States-Soviet relations in 
other fields. 


B. Furs 


Section 11 of the Trade Agreements Extension Act of 1951 provides 
that— 


the President shall, as soon as practicable, take such measures as may be necessary 
to prevent the importation of ermine, fox, kolinsky, marten, mink, muskrat, and 
weasel furs and skins, dressed or undressed, which are the product of the Union of 
Soviet Socialist Republics or of Communist China. 

The prohibition became effective with respect to Communist China 
on August 31, 1951, and the Soviet Union on January 5, 1952. Since 
these dates, none of the enumerated furs have been permitted entry 
into the United States from these countries. 

The 1951 debates in Congress on section 11 indicated that its 
primary purpose was to protect certain segments of the domestic fur 
industry. These segments favor its continuation. Other segments 
of the domestic fur industry are now anxious to have section 11 
repealed. Repeal would be beneficial to the American consumer. It 
would have a very marginal effect on the Soviet economy and would 
be interpreted as evidence of U.S. encouragement of increased trade. 


C. Long-term credits 


The administration does not favor granting Government credits to 
the Soviet Union at this time. Such action, which would strengthen a 
potential enemy, seems obviously unwise. Moreover, the grant of 
Government credits to the Soviet Union would also be most inappro- 
priate now when requests for loans to assist the newly developing 
countries of the free world far exceed available U.S. funds. 

With regard to private long-term credits, the Johnson Act (18 
U.S.C. 955) forbids the extension of these to countries which are in 
default. on the payment of any of their obligations to the United 
States, unless they are members, as the Soviet Union is not, of both 
the International Monetary Fund and of the International Bank for 
Reconstruction and Development. The Soviet Union is in default 
on its obligations to the United States to the extent of some $573 
million covering World War I indebtedness which was incurred by 
the czarist government of Russia. 

It is highly unlikely that the Soviet Union will consent to pay the 
World War I indebtedness which was originally incurred by the 
czarist government. The prohibition against private long-term loans 
to the Soviet Union could therefore be removed only by repeal or 
substantial modification of the Johnston Act. Deputy Premier 
Mikoyan was recently told by Under Secretary Dillon that Congress 
is not likely to consider repeal of this legislation as long as the Soviets 
are unwilling to make a reasonable settlement of their lend-lease 
obligations. 

The administration sees no compelling reason why Congress should 
take action to permit the extension of private American credits to the 
Soviet Union so long as the Soviets have failed to settle these out- 
standing obligations to the U.S. Government. This is especially so 
since private credits would contribute to Soviet economic strength 
without any obvious benefits to the United States in terms of an 
improvement in United States-Soviet political relations. 
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5. Is it true that the executive branch has not encouraged trade with 
the Soviet Union in nonstrategic goods to the same extent as it 
has encouraged trade by the United States in such goods with 
free world countries? Why not? 

It is true that the executive branch has not encouraged trade with 
the Soviet Union in nonstrategic goods to the same extent as it has 
encouraged trade by the United States in such goods with free world 
countries. Trade is but one aspect of our relations with the Soviet 
Union, and our Government’s attitude toward trade is necessarily 
colored by the general state of relations between East and West. 
The timing and extent of trade encouragement has been geared to the 
international situation. A policy of more active trade promotion 
would be dependent upon further relaxation of world tension and 
settlement of some of the differences outstanding between the two 
countries. 

We have a very real interest in promoting the flow of trade with 
friendly countries, with the consequent strengthening of our own 
economy and the economies of our friends. We therefore promote 
two-way trade with non-Soviet bloc countries actively, and with a 
considerable outlay of governmental resources. In the case of the 
Soviet Union, we have not had the same interest and incentives to 
promote trade in nonstrategic goods, and have done so much less 
actively. In any event the prospects for increased trade are small, 
in large part because of Soviet lack of interest in purchasing our 
nonstrategic goods, and the economic benefits to be derived from 
such trade are likely to be marginal for us. Consequently, while 
our Government is willing to have such trade go forward to the extent 
that our traders wish to engage in it, the Government does not have 
the same incentives to promote it as in the case of non-Soviet bloc 
countries. 

In recent years the administration has taken limited steps in the 
direction of encouraging an expansion of trade with the Soviet Union 
in ae goods. The President and other top-level administra- 
tion officials have stated that the United States favors an expansion of 
peaceful trade, thus letting our business community know that in the 
Government’s eyes there is no stigma attached to such trade with the 
U.S.S.R. A general license list has been established for the export to 
the Soviet Union and other European Soviet bloc countries of a limited 
list of commodities, as a means of facilitating nonstrategic transac- 
tions. Our Government is staging an exhibit in Moscow to inform the 
Soviet people of the American way of life; this may well make the 
Soviet people, though not necessarily the Soviet Government, more 
interested in obtaining nonstrategic U.S. goods. 

The executive branch, through the Department of Commerce, has 
a broad program of trade promotional services aimed at increasing 
trade between the United States and friendly countries. These facili- 
ties include a varied range of nftrmational: advisory, visual display 
and practical services to American businessmen interested in exploring 
foreign trade and investment opportunities. Most of these services 
have not been extended to the Soviet Union; instead, the Government 
has largelv confined itself to advising U.S. businessmen of the } 
status of such trade, providing statistics, and providing information 
about the methods and organisms through which the Soviet Union 
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conducts its foreign trade. There are several reasons for this. U-S. 
trade relations with the Soviet Union have had to take into account 
existing policy and legal obstacles to outright trade promotion. These 
obstacles include legislation having the effect of restricting or discrim- 
inating against trade with the Soviet Union. Such provisions are 
included in the Trade Agreements Extension Act of 1951 and the 
Agricultural Trade Development and Assistance Act of 1954. 

Until recently there has been a general lack of interest on the 
part of American businessmen in explering trade possibilities with 
the Soviet Union. This lack of interest reflects the strong anti- 
Communist sentiment in the United States, a distrust of the Soviet 
Union in trade as well as other matters, and the qualified Government 
attitude toward trade with the Soviet Union. Only recently has the 
Soviet Union indicated a serious interest in expanding nonstrategic 
trade with this country; this professed interest has not been reflected 
in actual trade. 

There are very real difficulties in making commercial contacts and 
obtaining commercial data from the Soviet Union, which conducts 
foreign trade as a state monopoly and does not disclose information 
normally made available by countries interested in expanding trade 
or desired by American businessmen interested in exploring trade 
opportunities with the Soviet Union. 

A further consideration has been the fact that increased imports 
by the United States of certain basic commodities which the Soviet 
Union has traditionally exported to industrialized countries might 
adversely affect the economies of our normal trading partners in the 
less developed areas of the free world by displacing them as suppliers to 
the U.S. market. 


6. What are some of the ways to measure the extent to which expanded 
trade with the free world would assist the development of the 
Russian economy? 


While it is a truism that the U.S.S.R. stands to gain from expanded 
trade with the free world, there exists no reliable method of measuring 
its impact on the Soviet economy. Such a measurement involves 
three steps: 

(a) an estimate of the volume and composition of the expanded 
trade; 

(b) an estimate of the cost to the Soviet Union of developing 
and producing at home the goods it would import; 

(c) an estimate of the cost to the Soviet Union of producing 
the goods it would export as payment. 

These estimates are exceedingly difficult to make. At best, one can 
make only informed judgments based in large part on U.S. and Western 
European experience. 

Up-to-date plants from the West would save the U.S.S.R. the 
diversion of specialists and funds from other pursuits for research and 
development of chemical and other industrial equipment and processes. 
The benefits that would accrue to the U.S.S.R. would be greater if the 
imports were financed by credit. In this case the Soviet capital would 
rise correspondingly, and the U.S.S.R. could invest more without 
sacrifice to the consumer, or consume more without detriment to 
investment, or spend more on military pursuits or foreign aid without 
restricting either domestic investment or consumption. 
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7. Does the Department believe that the Soviet Union is in economic 
difficulties which trade with the United States might alleviate? 
The economic difficulties which the Soviet Union is experiencing are 
those associated with a rapidly expanding economy. They are clearly 
to be distinguished from the difficulties of an economy which is 
deteriorating or stagnating. U.S. exports of advanced equipment, 
especially if financed by long-term credits, could help break a number 
of bottlenecks and would contribute to accelerating the pace of Soviet 
economic expansion. 

One section of the Soviet industry which is undergoing strain in 
development is the petrochemical branch. This includes the manu- 
facture of synthetics, plastics, and a wide range of consumer goods. 
The Soviet leadership has made it clear that assistance from the free 
world will be of considerable help in allowing the U.S.S.R. to overcome 
its backwardness in basic design and ssabiethes in this field. 

Besides the frank statements in his letter to President Eisenhower of 
June 2, 1958, Khrushchev has at least twice during the past year made 
public speeches in which he admitted Soviet inferiority in the produc- 
tion of chemicals and synthetics. The first speech was at Bitterfeld, 
East Germany, on July 17, 1958, in which he bluntly commented that 
it would be useful to import the experience and advanced machinery 
of the West to ‘‘save time” in the Soviet buildup in this field. The 
second, and most recent speech, was at Stalinogorsk, south of Moscow, 
on February 20, 1959, in which Khrushchev stated inter alia that “we 
are not ashamed to learn from the Germans * * * it would be better 
to follow the experience of our German friends.” 

Soviet agriculture, although it has shown a marked rise during the 
oo 5 years, could benefit considerably from imports of commercial 
ertilizers, which would be a valuable supplement to rising domestic 
production. Soviet agriculture might also be aided if it were to re- 
ceive American exports of improved strains of seed material and 
certain advanced types of American agricultural machinery. The 
unrealistic Soviet plans for large increases of animal products could 
greatly benefit by imports of feed concentrates. There have, how- 
ever, bie no indications of Soviet attempts to import any of these 
items from the United States. 


8. If the United States-U.S.S.R. trade were to become substantial, 
which country would suffer most if such trade were later cut off? 
In what way might we make the U.S.S.R. dependent upon trade 
with the United States or other countries of the free world? In 
what way might the United States become unduly dependent 
upon trade with the U.S.S.R.? 


The interruption of even greatly expanded United States-Soviet 
trade would have only the most marginal impact on either country. 
Both countries have strong domestic economies. Their actual and 

otential dependence on world trade is relatively limited—more limited 
or the U.S.S.R. than for the United States—and their potential 
dependence on each other would be, at most, slight. 

There may be cases where imports from the U.S.S.R. would re- 
place, rather than supplement, U.S. production or imports from other 
countries. In such cases a state of dependence could therefore arise 
when the original supplier reduced his production because of reduced 
sales in the United States. Supplies would presumably not be as 
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readily available in case of a cutoff of trade with the U.'S.S.R. An 
example would be manganese and chrome ore which the United 
States had imported in substantial quantities through 1947 from the 
Soviet Union. With the discontinuance of Soviet exports in 1948, 
the United States developed new sources in other countries for these 
ores. If Soviet ores should again replace these other sources, a 
dependence could be created and the U.S. industries using these ores 
would again have to go through the same readjustments made in 
1948 to secure new sources of supplies. In view of the 1948 situa- 
tion, however, U.S. industry might not be prepared to purchase 
Soviet ores or other materials in replacement for other sources that 
have now been developed and are reliable. Available supplies of 
other materials that now seem likely to be supplied by the Soviet 
Union are also currently in adequate sv »ply, and it is questionable 
that U.S. industry would jeopardize an assured long-run source for 
these materials in order to benefit from temporary Soviet price 
reductions. 

Little potential exists for making the Soviet Union dependent 
sufficiently upon U.S. supplies to be hurt by any cutoff in trade even 
at an expanded level. ‘This is due primarily to the underlying Soviet 
policy of autarky that prevents the Soviet economy to the maximum 
extent possible from becoming dependent upon outside countries for 
its essential supplies. In addition, the Soviet Union has shown 
interest mainly in importing industrial machinery and equipment 
from the United States. In the past, such Soviet imports of equip- 
ment have not been on a continuing basis as would be the case in 
normal free world trade where further replacement and servicing 
orders would result. Rather they have been designed to give Soviet 
industry prototypes to be copied and reproduced within the Soviet 
Union or for overcoming bottlenecks in domestic Soviet production. 


9. What are the main points of difference between the views of the 
U.S. Government and the views of other governments as to which 
oe should be embargoed from shipment to the Communist 

oc? 

The main differences between the views of the United States and 
certain other free world countries as to which items should be em- 
bargoed to the European Communist bloc stem from divergent 
technical and strategic evaluations with respect to individual items 
or commodities. In general, these differences relate to questions of 
the direct or indirect applications of items to strategic uses and of 
the supply position of the Soviet bloc on the various items. In 
addition, there are differing geographic and domestic economic and 


political considerations which influence the positions of the various 
countries. 


10. What evidence is there that the Battle Act embargo has seriously 
a or delayed the development of Russia’s military capa- 
lity / 

The Mutual Defense Assistance Control Act of 1951 (the Battle 
Act) provides for the termination of U.S. military, economic, or finan- 
cial assistance to any nation which knowingly permits the shipment of 
strategic materials to the U.S.S.R. and countries dominated or con- 
trolled by the U.S.S.R. These termination-of-aid provisions have not 


1 A more detailed, classified answer is in committee files. 
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been called on in order to effectuate the purposes of the act. Those 
purposes are furthered rather by the present multilateral system of 
international trade controls, the voluntary association of free nations 
known as the Consultative Group and its subsidiary committee, the 
Coordinating Committee, or COCOM, plus other nonparticipating 
countries which follow similar policies. This system of international 
consultation was established prior to the enactment of the Battle Act. 
Although the United States has consistently maintained a higher level 
of controls than those multilaterally agreed by COCOM, including a 
total embargo on U.S. trade with Communist China, North Korea, 
and North Vietnam, the controls agreed in COCOM have constituted 
the central core of the free world’s strategic trade control program. 

Because of the size and rate of development of the Soviet bloc 
industrial complex and the degree of Government control over the 
utilization of available economic resources, the international trade 
control program has not prevented, nor can it be expected to prevent, 
the bloc’s military buildup in an absolute sense. The sizable resources 
of the bloc can always be redirected to overcome immediate difficulties 
resulting from international controls over exports of specific items, but 
such redirection is often likely to be at the expense of other sectors of 
the economy. The bloc is also forced to find and develop substitutes 
for materials withheld through the COCOM embargo. Time and 
resources must be devoted to the research required to develop such 
substitutes and the means of their production, and the resulting ma- 
terial may be inferior to the embargoed item. Further, technological 
developments of strategic importance are withheld from the bloc, 
thereby preserving, if only for a matter of time, the free world’s 
advantage in specific areas of militarily important technology. 
Finally, items of direct military use are denied to the bloc, thereby 
preventing the possibility of a rapid buildup of its military machine 
through imports from the free world. 

In these ways, then, the international controls retard the bloc’s 
military development and disrupt or harass its military-industrial 
economy. Specific evidence which is indicative of the effectiveness of 
the multilateral controls includes the following: 

1. Persons who escaped from behind the Iron Curtain have testified 
to certain bottlenecks in the war industry of the Communist countries 
caused, in part at least, by an inability to obtain strategic items from 
outside the bloc; 

2. Soviet agents have gone to considerable lengths to smuggle or 
have smuggled into the Soviet bloc from the free world countries, 
items on the embargo lists; 

3. The Soviets have continually attacked the security trade control 
system. Among the many attacks on the system are the following: 

A. The “B and K”’ visit to London in 1956, after which the 
British Board of Trade published the “Russian Shopping List” 
indicating exactly which of the items on the list were embargoed 
by the free wore (about one-third of the total value). After 
it became clear that the United Kingdom would enforce the em- 
bargo, the U.S.S.R. was no longer interested in negotiations on 
the uncontrolled items on the list. 

B. Mr. Khrushchev’s letter to President Eisenhower, dated 
June 2, 1958, stated that he was not seeking armaments or plant 
equipment for military production. However, he indicated in- 
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terest in several categories of goods which include some highly 
specialized items which are embargoed. 
C. Mr. Mikoyan directly attacked the control lists during his 
unofficial visit to the United States early in 1959. 
Although it is therefore not possible to gage exactly to what extent 
the multilateral control program is hindering the development of the 
Soviet military capability, it appears clear from the evidence available 


that the program is serving its objective of reducing and delaying 
this development. 


11. What propaganda value for the United States would there be in 
publicity inside and outside of Russia regarding the sale to the 
U.S.S.R. of consumer goods? 

The Soviet Government has made it quite clear that it does not 
intend to buy any substantial quantities of consumer goods. It 
proposes rather to import machinery for making a wide range of goods 
in particular industrial categories, some of the output of which might 
ultimately, of course, benefit the Soviet consumer, but much of whicb 
would clearly strengthen its industrial, and thus, probably, military, 
potential. 

The United States should and does stress both to the Soviet Govern- 
ment and the Soviet people that it is able and willing to provide 
finished consumer goods in large quantities and in a very broad assort- 
ment to the U.S.S.R. But it should not be considered likely that the 
U.S.S.R. will accept any such offers. In fact, such offers are rejected 
on the pretext that U.S. interest in the Soviet people is insincere. 
“The United States only wants to sell us laxatives’’ is the official line. 

The unlikelihood that the Soviets will actually purchase large 
quantities of consumer goods from the United States is one factor 
which makes it difficult to impress the Russian people concerning 
US. offers of consumer goods. This is accentuated by the great 
difficulty in getting such a message across because of the complete 
Government control of news media in the Soviet Union. Moreover, 
even if they believed that the United States was ready to sell large 
quantities of consumer goods, many Russians would consider that 
the United States was pursuing such a policy simply for reasons of 
economic self-interest. 

There would also be little propaganda value outside of the U.S.S.R. 
in U.S. offers or sales of consumer goods to the Soviet Union. In 
many foreign countries there is the unwarranted suspicion that the 
United States wants to export consumer goods rather than producer 
goods, in order to prevent the loss of markets which might result 
from the growth of productive capacity abroad. 


12. What purely economic gains, if any, would accrue to the United 
States from expanded trade with the Soviet Union? What are 
some typical prices charged to others by the U.S.S.R. for mate- 
rials we need compared with prices the United States pays now? 

It is difficult to judge the purely economic consequences arising as 
a result of expanded trade with the U.S.S.R. Presumably each trans- 
action, both exports and imports, would represent a profit on the part 
of the U.S. parties taking part in the transaction. However, economic 
gains cannot be adequately judged on this basis alone insofar as trade 
with the U.S.S.R. is concerned. For example, account must be taken 
of the effect of such expanded trade on traditional suppliers in friendly 
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countries, particularly the less developed countries which provide the 
types of raw materials most likely to be offered by the U.S.S.R. 

he largest potential for an increase in imports from the Soviet 
Union lies in the field of raw materials, such as chrome and manganese 
ore. In general, U.S. industry may be hesitant in replacing their 
present free world sources of these ores with imports from the Soviet 
Union in view of the example of the previous abrupt cessation of 
Soviet shipments of these materials in 1948. Current Soviet offerings 
of these ores are believed to be at world prices. 

There are other materials which the Soviets have been offering on 
world markets: petroleum, aluminum, antimony, lead, zinc, and tin. 
Imports of antimony and tin are subject to licensing controls and 
licenses are generally denied because the products offered may be of 
Chinese Communist origin. Imports of crude oil, petroleum products, 
lead, and zine are subject to import quotas. 

Residual fuel oil has been imported by a U.S. firm from Rumania, 
allegedly because of a shortage of this low-sulfur type of oil within 
the United States. The United States has also imported benzene from 
the Soviet Union at a price to be paid in Dutch guilders of from 24 to 
25 cents per gallon compared with a prevailing U.S. price of 31 cents 
per gallon. 

It is difficult to derive and then to compare typical prices charged 
to others by the U.S.S.R. with prevailing prices in the United States. 
Prices in individual transactions which make up an average vary con- 
siderably. Beyond this the export prices of the U.S.S.R. would not 
reflect such costs as freight, insurance, duties (where applicable) and 
profits to distributors which would have to be taken into account in 
determining the U.S. domestic price. With these necessary qualifi- 
cations, there is listed below some Soviet export and U.S. domestic 
prices of certain nonferrous metals. It should be noted that the U.S. 
— are the average prices for the year and within that time may 


ave varied considerably. 
[Year: 1957] 





Average 
Soviet free | U.S. domes- 
world export | tic price, per 


price,' per metric ton 
metric ton 


3 ecccnecncnccccenncsnc asec sncecneesnssanerecocesesccussacqecusnes $510 $607 


Aluminum 
PRT. nhc bh dihonichidncctetsbidtgsnligghina thin ath bid éobinnsinns 432 728 
Lead 


250 323 
b Sdeccccmatesencsncsannedacenebensndatncsnbeidapensecsosuienbeosgugnmanies 2, 120 
228 262 


1 Unit prices based on quantities and ruble values converted at 4 rubles to the dollar given in official 
Soviet trade statistics. 


It must be noted that in many cases prices in trade between the 
Soviet Union and other countrics are hidden through barter trans- 
actions. In these cases the prices of the commodities both imported 
and exported may be inflated to an unrealistic level. 

Because of differences in quality oe type it is not possible to make 
a price comparison of Soviet finished equipment and free world 
equipment. There is little interest in Soviet equipment by U.S. in- 
dustry and no indication that the Soviets are interested in large-scale 
exports to the United States. However, the recent interest in Soviet 
science educational apparatus suggests that more interest in Soviet 
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scientific equipment might develop. On the other hand, it is likely 
that the U.S.S.R. would be interested in purchasing various kinds of 
U.S. equipment—much of it, however, on a one-time basis. 

With respect to agricultural commodities, the purely economic gains 
which would accrue to the United States from an expansion of trade 
with the U.S.S.R. would likely be small, if any. Because of the simi- 
larity of the agricultural commodities produced in the two countries, 
they are essentially competitive rather than complementary. 

Food and other agricultural commodities imported by the United 
States consist almost entirely of items not produced in the U.S.S.R., 
at least not in excess of its domestic requirements (coffee, rubber, 
cocoa, wool, sugar). Consequently, U.S. imports from the U.S.S.R. 
would be expected to consist mainly of specialty items such as caviar 
and vodka. 

It would be expected that the U.S.S.R. would give a very low 
priority to agricultural commodities as among its possible imports 
from the United States, unless these commodities were to be made 
available on very favorable concessional terms. Current consumption 
levels of agricultural commodities in the U.S.S.R. appear to be toler- 
able; and Soviet agricultural production is increasing. Unless Soviet 
agricultural production programs are disrupted, it appears likely 
that supplies will be sufficient to permit at least a moderate increase 
in consumption during the next few years, without imports from the 
United States. Thus it seems probable that the U.S.S.R. would pro- 
vide a very limited market for U.S. agricultural commodities, except 
perhaps for some seeds, breeding stock and other production requisites 
which would assist in the achievement of its agricultural production 
goals. 


13. Is there any pressure from our allies to open up trade with the 
Soviet bloc along the lines suggested by Khrushchev and 
Mikoyan? 

The United States is under no pressure from its allies to increase 
trade with the Soviet bloc. Any large increase in U.S.-bloc trade 
would have adverse economic repercussions on many of our allies. 

An increase in U.S. exports to the Soviet bloc would probabl 
replace part of Western Europe’s current exports to the bloc. Al- 
though its trade with the Soviets is small compared to its total world 
trade, Western Europe considers such trade important to its economy. 

An increase in U.S. imports from the Soviet bloc would large 
consist of primary goods. Such imports would further aggravate al 
ready difficult market situations in such commodities as lead, zinc, 
aluminum, tin and crude petroleum. The primary producing coun- 
tries would lose part of their important U.S. market to Russian goods. 

Thus, for economic reasons, and because of their skepticism con- 
cerning the political importance of increased U.S.-Soviet trade as a 
method of improving Soviet-American relations, there is no pressure 
from our allies for the United States to increase its trade with the 
Soviet bloc. 


14. What sort of internal publicity, if any, has the U.S.S.R. given to 
at Khrushchev’s letter on trade or Mikoyan’s proposals on 
trade? 


Khrushchev’s letter of June 2, 1958, was published widely in the 
Soviet press during the several days following its release. During the 
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latter part of June there was moderate followup comment in the Soviet 
press and radio. 

President Eisenhower’s reply of July 14, 1958, was not mentioned. 

During the summer and fall of 1958 the proposals advanced in 
Khrushchev’s letter were occasionally mentioned in the Soviet press 
(e.g., article by Nesterov, chairman of the U.S.S.R. Chamber of Com- 
merce, published in Promyshlenno-Ekonomicheskaya Gazeta (Indus- 
trial-Economic Newspaper) of August 27, 1958). However, the Soviet 
proposals received very little publicity in the United States with the 
possible exception of occasional articles in American commercial publi- 
cations which called attention to Soviet attempts to purchase chemical 
equipment and technical processes. 

Mikoyan’s statements on the subject of increased U.S.—U.S.S.R, 
trade, made during his visit to the United States in January 1959, 
were widely published in the Soviet press and over the Soviet radio. 
For example, on January 11, 1959, TASS reported his remarks on the 
subject at a San Francisco luncheon, quoting him as saying that the 
President’s reply to Khrushchev’s trade bid of June 2 last year ‘“‘had 
on the whole adopted a favorable attitude” but “so far no move has 
been made by the American side.” Aside from the brief mention in 
a January 8 TASS report of a letter published in the New York Times 
this was the first acknowledgment in the Soviet media of the Presi- 
dent’s letter of July’ 14, 1958. Mikoyan’s expression of pessimism 
following his January 18 meeting with Under Secretary Dillon—includ- 
ing the statement that “the cold war is still making itself felt in the 
State Department’”’—was reported fully. 

The Soviet press also reported Mikoyan’s press conference in Mos- 
cow which took place immediately after his return from the United 
States on January 24. On this occasion Mikoyan displayed an atti- 
tude of exasperated resignation regarding the possibility of any im- 
mediate increase in Soviet-American trade but implied that the 
U.S.S.R. needed only to wait, since anachronistic U.S. restrictions 
and export controls must inevitably be swept’ away by the pressure 
of modern times. 

Mikoyan also referred to the Khrushchev proposals and the results 
of his U.S. visit in his speech before the 21st Party Congress on 
January 31. 

The Soviet Minister of Foreign Trade, N. S. Patolichev, published 
a long interview on the subject of Soviet-United States trade in 
Pravda on February 17. In the interview he followed the line pre- 
viously taken by Mikoyan, accusing the Department of State of 
blocking Soviet purchases of U.S. chemical equipment, seeking to 
continue the cold war, and trying to obstruct the development of 
Soviet-United States commercial relations by raising the issue of 
unpaid lend-lease and other debts. However, Patolichev was less 
pessimistic in tone than Mikoyan in his press conference and party 
congress speech. Instead, he quoted Mikoyan as having said that 
although the tone of his conversation with Under Secretary Dillon 
in Washington had been sharp, it was also frank, and ‘‘therefore use- 
ful inasmuch as it helped to bring about a better understanding of the 
two viewpoints.” Patolichev concluded with the comment that “the 
considerations set forth by the two sides * * * should be stud- 
ied * * * so as to find a mutually acceptable basis for the develop- 
ment of Soviet-American trade.” 
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15. Mr. Khrushchev, in his letter of June 2, 1958, said he wants to 
buy equipment for the production of synthetic materials and 
finished articles thereof and to exchange technical information 
in this field. What kinds of such equipment and information 
would be considered nonstrategic under present definitions? 


This category is apparently directed at petrochemical plants and 
processes and plastics plants and processes. Such plants and proc- 
esses are not under international control nor included in any Battle 
Act listing. Virtually all items relating to such plants and processes 
are under unilateral U.S. export control, however, with a presumption 
of denial to the bloc. It is believed that the United States has a 
sufficient technological lead over the rest of the world that its unilat- 
eral control can be effective in denying both the plant and the tech- 
nological know-how to the bloc. The applicable technological know- 
how is under a presumption of denial to the bloc. 


16. Have any of the items mentioned by Mr. Khrushchev in his June 
2, 1958, letter, for sale to the United States, been included in our 
stockpiling program? 

The following specific items mentioned by Mr. Khrushchev have 
been included in our stockpiling programs: manganese ores, chromium 
ores, platinum, palladium, and asbestos. The stockpile objectives for 
chromium ores, platinum, and palladium are more than covered by 
Government inventories. (While the maximum objective for chro- 
mite, chemical grade, has technically not been fulfilled, defense 
requirements are fully covered.) The objectives for manganese ores 
have been fulfilled, with the qualification that while the objective for 
chemical grade, type B ore has technically not been met, there are on 
hand in Government inventories adequate supplies under another 
classification. 

The Khrushchev letter also mentioned ‘“‘various chemical products” 
and ‘‘certain chemical products.’’ Some chemical products are stock- 
piled, but these terms are too general for specific checking. 

The letter mentioned “ferrous alloys”; some ferrous alloys other 
than the manganese and chromium listed above have been included 
in the stockpiling programs, but all objectives have been met. 

The letter also mentioned “medical equipment”’ and “medicines.” 
A program is being developed for the stockpiling of some types of 
medical equipment and medicines as well as other “survival items,” 
and there are some medicines already in the civil defense stockpile. 


17. pl na types of Soviet equipment might be of interest to American 
rms? 

There are very few categories of Soviet-manufactured industrial or 
consumer equipment which would be of particular interest to U.S. 
firms to the extent that they would desire to make imports. A few 
specialized Soviet items are currently of marginal interest to US. 
industry from an experimental point of view and it is conceivable 
that limited imports of these products might be made if the U.S.S.R, 
were to approve of their export. These include basic open-hearth 
brick for the steelmaking industry, certain ceramic tools, electrolytic 
cutting devices and turbodrills for the oil industry. A small quantity 
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of Soviet turbodrills have been imported into the United States durin 
the last few years but their use is practical only in soft geologica 
formations. (The import into the United States of Soviet scientific 
instruments for educational pruposes is discussed under question 22.) 

As in the past, any expansion of Soviet exports to the United States 
would probably consist almost entirely of raw materials. 


18. Which of the items mentioned by Khrushchev, in his June 2, 
1958, letter, for purchase here would be proscribed by the present 
allied embargo? 

Within the categories mentioned in the Khrushchev letter, only the 
following are subject to the present multilateral Coordinating Com- 
mittee (COCOM) embargo: 

Some items of television equipment; 

Special types of pumps, blowers and compressors; 

Hoisting, transporting and other equipment built to military 
specifications and designed for airborne transport; 

Specialized types of equipment for rolling certain metals; 

Some chemical products. 

U.S. controls over the categories mentioned in the Khrushchev 
letter are, however, considerably more extensive than the interna- 
tional controls. Almost all the items in these categories would require 
individual export licenses and many such items are subject to a 
“presumption of denial’ based on interagency advice on their stra- 
tegic importance. Applications for an export license for such items 
could be denied by the Department of Commerce without further 
reference to other agencies but could be approved after interagency 
consideration. 


19. What did Mr. Khrushchev probably have in mind in his June 2, 
1958, letter, when he spoke of the necessity for creating a “‘con- 
tractual and legal basis” for trade? 

This statement in Mr. Khrushchev’s letter probably referred to the 
following steps which the Soviets would like the United States to take: 

A long-term commercial agreement which would grant most- 
favored-nation treatment to the Soviets; 

Short-term commercial agreements which would contain a com- 
mitment on the part of the United States to grant export licenses 
up to specified minimums for certain products; 

Removal of the U.S. prohibition against the extension of private 
credits to the Soviet Union; 

Removal of the U.S. prohibitions against the importation of 
crabmeat and certain furs from the Soviet Union. 


20. Is there anything to Mr. Khrushchev’s assertion that increased 
trade between the United States and the U.S.S.R. would lead to 
increased trade between the United States and other countries? 

There is no basis for believing that increased trade with the Soviet 

Union would lead to increased trade between the United States and 

other countries. On the contrary, it is likely in fact that increased 

Soviet exports to the United States would cause some decrease in U.S. 

imports from other countries exporting similar products. 
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21. Representative Curtis has introduced a bill, H.R. 2159, which 
would establish a U.S. Trading Corporation Act. The purpose 
of this corporation would be to engage in such activities as would 
meet the threat to the free world of long-range economic penetra- 
tion of world markets by the Soviet bloc. What is the attitude 
of the administration on this bill? 


In response to a request from the chairman of the House Committee 
on Foreign Affairs for a report on H.R. 2159, the coordinated views 
of the executive branch are in preparation. Its preliminary views 
are as follows: 

While the executive branch is greatly interested in developi 
additional methods for dealing with the Soviet trade challenge andl 
welcomes congressional interest in this subject, the proposed U-S. 
Trading Corporation does not seem to be an effective instrument for 
dealing with this problem. 

There are two principle ways in which Representative Curtis has 
suggested that the corporation might act: 

(a) It might seek to prevent the Soviets from increasing their 
exports of particular commodities to the free world and thereby dam- 
aging American producers of those commodities. For this purpose, 
the Corporation could subsidize exports of U.S. commodities at prices 
equal to or lower than those offered by the Soviets. 

Action of this type by a U:S. Trading Corporation would tend to 
stimulate U.S. production artificially and probably temporarily, but 
its primary effect would be to compound the damage which Soviet 
exports were doing to producers in other free world countries. These 
producers would now find themselves undercut in price not only by 
Soviet but also by American exports, and they would be farther than 
ever from holding their traditional share of the world market. 

Under such circumstances it is likely that the wrath of free world 
producers and that of their governments would be directed more 
toward the United States than toward the Soviet Union. They 
might well conclude and contend in such a case that U.S. manufac- 
turers were merely using the increased Soviet exports as a convenient 
pretext for obtaining subsidies and expanding their share of the world 
market. In any event, it would be easy for them to prove on the 
basis of published information that the U.S. Trading Corporation was 
engaged in wholesale dumping, at their expense. If a U.S. Trading 
Corporation were actually prepared to act in such a fashion, it is 
therefore possible that the Soviets would deliberately stir it into 
action in order to benefit from the antagonism toward the United 
States which its activities would arouse in other countries. 

(b) The proposed Corporation might seek to prevent the Soviets 
from acquiring an unhealthy influence over certain underdeveloped 
countries by purchasing their commodity surpluses. In cases where 
a danger existed that the Soviets would do this, the Corporation could 
subsidize the purchase by American importers of these surplus 
commodities. 

What would happen as soon as the Corporation made clear its 
imtention of following a policy of this type! It is very likely that 
the Soviets would feign an interest in a large number of commodity 


surpluses held by underdeveloped countries. These countries would 
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then request the U.S. Trading Corporation to subsidize American 
importers. It would be very difficult for the Corporation to deter- 
mine in which of these cases there was a serious danger of the Soviet 
Union purchasing the surplus and acquiring thereby an undesirable 
influence over the underdeveloped country concerned. Certainly the 
countries whose surpluses were not purchased by American importers 
with the help of the Corporation would feel that they had been ill- 
treated in contrast to those countries whose surpluses had been pur- 
chased. Furthermore, the accumulation and disposal of foreign 
surpluses by American importers could create serious economic prob- 
lems for other producers of competitive products both in the United 
States and in other free world markets. 

In general, subsidies are undesirable instruments of policy. They 
constitute a charge against the public treasury and once granted are 
not only difficult to discontinue but also encourage others to seek 
them. In this case, the subsidy would be particularly undesirable 
because the cost would be indeterminate. 

Creation by the United States of a trading corporation would be in 
imitation of Soviet state-trading methods and contrary to traditional 
U.S. encouragement to and reliance on free markets. Soviet trading 
moves which adversely and unfairly affect the economies of other 
countries are likely to presees a hostile reaction in such countries, 
and thus to a major de rove to be counterproductive in the 
U.S.S.R.’s trading and poli na relations with these countries. 


22. I understand that the Ealing Corp. of Massachusetts is now 
importing Russian science education apparatus of superior 
quality and much lower price compared with that produced in 
the United States. Why would trade of this kind with the Soviet 
Union not be to the advantage of the United States? How 
many more of Russian manufactured items are there of this sort? 


As a general principle, trade transactions entered into by private 
U.S. importers and exporters are presumed to be advantageous unless 
they are contrary to U.S. legislations, regulations, or other established 
policy. However, in our competitive enterprise system the decision 
as to whether a particular transaction is desirable is a matter to be 
determined by the businessman concerned. In the event of special 
circumstances resulting in injury to a domestic industry from imports 
relief may be sought by complainants under existing legislation. 

Late in January of this year a number of pieces of Russian-manu- 
factured science education equipment were exhibited in New York, 
mainly for classroom demonstration. It has been reported that these 
items were excellent for their purpose and were offered for sale at 
prices considerably below those for comparable American equipment. 
This type of equipment has not been previously exported by the Soviet 
Union to the United States. Only one shipment has been made to 
date and the publicity attending this transaction seems to be out of 
proportion to its actual importance. 

There are undoubtedly a number of other items of this sort manu- 
factured by the Soviet Union, to judge from the general development 
of the Soviet economy. These would include scientific and technical 
instruments of various kinds, electronic equipment, optical products, 
and other products of the fine mechanical industries. Whether or not 
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such additional equipment would be offered for export at relatively 
low prices as in the case of the educational display equipment is 
subject to a number of conditions. Errors in planning have in the 
past resulted in certain items being available for export from the 
Soviet Union for a short time but not on a continuing basis. Even 
where no such actual surplus exists exports of relatively low priority 
items may take place to secure foreign exchange for the import of 
goods required in a more important sector of the economy. Exports 
of scientific equipment may also be made for their prestige value. 





REALITIES OF SOVIET FOREIGN ECONOMIC POLICIES. 
A SPEECH BY UNDER SECRETARY OF STATE, MR. DOUG- 
LAS DILLON IN NEW ORLEANS ON JANUARY 27, 1959 


Recently the foreign economic policies of the Soviet Union have 
become a matter of increasing importance to all of us who have an 
interest in world affairs. I would like today to examine the hard 
realities of Soviet foreign economic policies—both with the industrial- 
ized West and with the newly developing areas of Asia, Africa, and 
Latin America—and then outline our Government’s position regard- 
ing trade with the Soviet Union. I shall also briefly touch upon our 
own trade and financial programs aimed at helping the newly 
emerging countries achieve material progress under freedom. 

You are all, of course, aware of the well-publicized visit of Soviet 
Deputy Premier Mikoyan to some of our major industrial and finan- 
cial centers. His private tour and meetings with American business 
groups had, among other purposes, the airing of the theme of greater 
trade with the United States. This campaign began with Soviet 
Premier Khrushchev’s letter to President Eisenhower last June. In 
that letter, you will recall, Premier Khrushchev proposed a significant 
expansion of United States-Soviet trade, claiming it could amount to 
“several billion dollars in the next few years.” 

President Eisenhower replied that the United States favored an 
increase in peaceful trade, that the way was open for the Soviets to 
expand their trade with the United States if they so desired, and that 
the Department of State was prepared to discuss the matter further 
with them. 

What happened next? 

The Soviets promptly initiated a series of aggressive actions against 
the free world which inevitably resulted in a marked heightening of 
tensions. I refer to the Soviet Government’s actions in the Lebanon 
er ec crisis, in the Taiwan Straits crisis, and most recently in 
Berlin. 

This, then, is the inauspicious setting against which we must measure 
the Soviet leaders’ seriousness of purpose in their talk of expanded 
trade with the United States. 

What lies behind the talk? Do the Soviet leaders—who are well 
aware that the chief limitations to an increase in trade with the United 
States are limitations of their own creation—really desire to expand 
commerce with the United States? Or do they calculate in advance 
that their efforts to secure one-sided concessions will fail—and thus 
provide them with an excuse for refusing to include the Soviet con- 
sumer in the benefits of their expanding industrial growth? 

In attempting to find the answers to these questions we should 
keep in mind the basic nature of the Soviet system: 

A nation’s foreign policy, including its economic component, 
reflects its domestic policies and institutions. The Soviet Union, as 
you know, is a totalitarian dictatorship, firmly ruled by a small elite 
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in the Communist Party, which is dedicated to eventual Communist 
world domination. Economically, the Soviet Union is characterized 
by state ownership of land and the means of production, state control 
of the labor force, and domination of the right of individuals to make 
economic decisions by centralizing all economic power in the hands 
of the state. 

As an integral part of Communist strategy, the Soviet leaders 
manipulate their economy to attain maximum growth of heavy in- 
dustry under forced draft. Their objective is starkly simple: the 
achievement of both economic and military world supremacy. Their 
method is the concentration of investment in heavy industry at the 
expense of the Soviet consumer. Thus they subordinate the economic 
well-being of the individual to the rigid demands of overall state 
planning. 

Now, what role does foreign trade play in the Soviet scheme of 
things? 

HISTORY OF SOVIET FOREIGN TRADE POLICY 


In keeping with Soviet theory, one of the Communist leaders’ first 
moves after the Bolshevik revolution was to establish a state monopoly 
over foreign trade. Inherent in the type of economy they were creat- 
ing was the need to deliberately isolate the Soviet economy from world 
market forces and allow Soviet planners to exercise full control over 
the domestic economy. This absolute state monopoly also permits 
them to turn trade off and on and to shift its direction to suit the 
Communist strategy of the moment. 

From the very beginning of the Soviet industrialization drive, for- 
eign trade was bent to the task of importing heavy machinery and 
equipment incorporating the latest technological advances developed 
in other countries. Imports of consumer goods were virtually elimi- 
nated in favor of basic industrial equipment. During the early 
thirties, these imports of the means of production enabled the Soviet 
Union to launch new industries at levels of development which had 
taken the West years to achieve through costly research and develop- 
ment. 

Thus, by tapping the advanced technology of the West, the Soviet 
Union was able to gain years in terms of economic development. 
Soviet leaders, including Mr. Mikoyan on his recent visit to Detroit, 
have publicly recognized this historic fact. 

We must recognize another, equally historic fact: To Soviet planners, 
trade with the free world is always subordinated to the overriding 
goal of self-sufficiency. Let me remind you that, once the Soviet 
planners completed their procurement program from the West in the 
early thirties, trade with the outside world fell off drastically. Since 
then their trade with the United States has never regained a com- 
parable level—except during World War II and the immediate post- 
war years, when, as you will recall, this country shipped some $11 
billion worth of lend-lease and UNRRA goods to the Soviet Union. 

From the public statements of Messrs. Khrushchev and Mikoyan, 
it would appear that they now desire to repeat the pattern of the 
thirties. . There is good reason to believe that their renewed interest 
in purchasing from the West stems from the new 7-year plan which 
is now being unveiled. We can anticipate that this plan will be a 
major topic during the 21st Congress of the Communist Party, which 
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opens today [January 27] in Moscow. This plan has been heralded 
by the Soviet leaders as a major step toward the accomplishment of 
their announced goal of overtaking and surpassing the United States— 
a goal we could consider a welcome challenge if the Soviet people, 
rather than Communist world ambitions, were its primary intended 
beneficiaries. From what we know of the plan so far, it appears that 
the Soviet consumer will continue to be shortchanged in favor of 
another major industrial “leap forward.” 

To assist in carrying out their ambitious plans, the Soviet leaders are 
once again counting on appeals to the profit motive inherent in our free- 
enterprise system to enable them to obtain a large stock of advanced 
technology and equipment—and primarily on credit. Premier 
Khrushchev himself has made this abundantly clear: Last May he 
stated that it would be “expedient”’ to purchase plant and equipment 
for the chemical industry from the “capitalist”? countries to avoid 
wasting time on “the creation of plans and mastering the production 
of new types of equipment.’’ Then, in his letter to President Eisen- 
hower, he pointed out that, since the materials desired by the Soviets 
could not be paid for by their exports, the Soviet Union would be 
willing to accept long-term credits from the United States. This 
suggestion was presented to me as an absolute precondition to in- 
creased trade during my talks with Mr. Mikoyan. 

The Soviet leaders apparently do not wish to divert sufficient 
resources into exports to acquire the large volume of capital equipment 
which they desire, on a pay-as-you-go basis. Hence, Premier Khrush- 
chev in his letter and Mr. Mikoyan during his visit have, in effect, 
invited us to help finance the continuing rapid expansion of Soviet 
Industry. 

Now, goods purchased by a country must be paid for either by its 
own exports or by obtaining foreign credits. In the thirties the Com- 
munists procured foreign capital by exporting grain at prices below an 
already depressed world market—despite the fact that millions of 
Russian and Ukranian peasants were dying of starvation. 

Today, as then, Soviet exports consist mainly of raw and semi- 
finished materials, sold in bulk. Thus, because of its economic 
system, the world’s second largest industrial nation has, in its dealings 
with the Western World, a commodity export pattern not unlike that 
of many underdeveloped countries. 

To such traditional exports as wood products and manganese they 
have recently added tin, aluminum, oil, and oil products. Because 
of price-cutting tactics, so typical of a state trading monopoly, these 
sales in the Western World have already proven injurious to such 
traditional free world exporters as Bolivia, Malaya, Indonesia, and 
Canada. 

Manufactured goods have thus far been offered sparingly outside 
the bloc, and mainly in politically motivated trade with selected 
target countries in the less developed areas of the free world. How- 
ever, with the growth of Soviet industrial capacity, this component 
of their exports to the free world may be expected to increase. 

Nevertheless, there is every indication that the main thrust of the 
Soviet export drive will continue in the field of basic materials, where 
it will pose a continuing threat of market disruption which’ would 
adversely affect the economies of our normal trading partners in the 
less developed areas of the free world. This concentration of Soviet 
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exports in the field of basic materials also works to limit Soviet 
exports to the United States for we have solidly established trade 
patterns for the purchase of these items in large part from the less 
developed countries. 

Now, Mr. Mikoyan has repeatedly stated that the U.S. Government 
does not wish to see increased trade with the U.S.S.R. He puts the 
entire blame for the present low level of trade on the United States. 


MR. MIKOYAN’S TALKS ON TRADE 





Let us look at the facts—at what actually occurred during Mr. 
Mikoyan’s talks on trade with US. officials. On this matter I can 
speak with some authority, as I was the only U.S. official with whom 
Mr. Mikoyan discussed trade problems in detail. 

First of all, to set the record straight, Mr. Mikoyan was assured by 
every official with whom he spoke, from the President on down, that 
the United States now, as always, favors an expansion of peaceful 
trade between our two countries. 

But we pointed out that trade is the result of mutually advantageous 
agreements between willing buyers and willing sellers. 

In this country the conduct of our commerce is in the hands of 
private firms and private individuals. 

The Soviet state trading monopoly is at liberty under our laws to 
enter our free market and to buy and to sell. Its American outpost, 
Amtorg, is established in New York and has wide commercial contacts. 

There is only one restraint on Amtorg’s activities. We cannot be 
expected, as a country or as a people, to provide the Soviet Union 
with the sinews of war while its policies menace our own and other 
free world countries with whom our security is linked. Therefore 
such items are embargoed for export to the Soviet bloc. 

We have only recently completed our second major revision of the 
list of strategic goods subject to export licensing control. As a result, 
the list of goods which the United States will not license for export 
to the Soviet bloc has been significantly pared down. Actually, only 
about 10 percent of all our products moving in international commerce 
are subject to embargo. 

In this connection, I understand that while he was in Detroit 
Mr. Mikoyan complained of our system of export controls. He said 
in effect that only such items as chewing gum, firewood, and laxatives 
are not classified as strategic goods whose export from the United 
States to the U.S.S.R.is banned. Mr. Mikoyan is a highly knowledge- 
able man and should know that this is far from the actual facts. In 
very recent months, in addition to the 900 products which require no 
specific licenses, the Department of Commerce has licensed for export 
to the Soviet bloc such varied articles as: agricultural machinery, 
scientific and professional instruments, galvanizing equipment, textile 
machinery, stainless steel pipe, winders for steel mills, electrical heat- 
ing units for industry, antibiotics, polio vaccine, rubber processing 
chemicals, a conveying system, and steel sheet and copper. 

When we hear the Soviets complaining about our export controls, 
we must remember that the Soviet Union, through its state trading 
monopoly, maintains complete control over all exports, permitting 


only those which are considered to suit the Soviet objective of the 
moment. 
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QUESTION OF CREDITS 


Now, as to credits: How can we be expected to extend them to the 
Soviet Union while that country is in default to us on its past debts? 

The Soviet Union is the only major country with which we have 
been unable to reach a-settlement of lend-lease accounts. In these 
settlements we have asked for partial payment to cover the civilian- 
type goods remaining in the hands of the country concerned at the 
end of the war. Let me repeat: I am speaking of civilian-type goods 
only. In the case of the Soviet Union, these goods amounted to 
$2.6 billion. When we last discussed this matter with the Soviets in 
1951, we offered to settle this account for $800 million payable over 
a long term at low interest. The Soviet Union offered $300 million. 
In an effort to move this matter forward and thus eliminate a major 
obstacle to improved economic relations, I told Mr. Mikoyan that we 
were prepared to renew negotiations immediately to seek a compromise 
solution. Mr. Mikoyan, to my great regret, showed no imterest 
whatsoever in a resumption of these long-stalled talks. 

Long-term private credits to a defaulting country are prohibited 
by the Johnson Act, which was enacted as long ago as 1934. Short- 
term credits are, however, freely available to the Soviet state trading 
agency on normal commercial terms. 

Speaking of credits, I should like to observe that we are constantly 
considering requests for loans to assist the newly developing countries 
of the free world which are far greater than the available funds. 
Therefore the extension by the U.S. Government of credits to finance 
the growth of the industrial machine ef a hostile Communist Party 
whose leader has threatened to “bury’’ us has understandably low 
priority. 

Mr. Mikoyan also complained that we discriminate against Soviet 
exports as a result of congressional action in 1951 withdrawing most- 
favored-nation treatment. This, he claims, has served to place higher 
tariff duties on Soviet exports to this country. In actual fact, only 
a small portion of Soviet exports, past or current, are affected. Fur- 
ther, when a Communist country like the U.S.S.R. extends most- 
favored-nation treatment on customs matters, it is meaningless, for 
the total state trading monopoly directs its trade as it sees fit and does 
not rely on. use of tariffs. Therefore the grant of most-favored-nation 
treatment to a Communist country is a one-way affair in favor of that 
country and must be compensated for by other considerations. 

More important, as I reminded Mr. Mikoyan, this action was taken 
by the U.S. Congress in the year following the outbreak of the 

orea war. In our country most-favored-nation treatment has more 
than a purely commercial significance. The American people, acting 
through their Congress, would find it hard to contemplate extending 
most-favored-nation treatment at this time to a country whose leaders 
relentlessly demonstrate their hostility and constantly menace our 
national security. 

Obviously any change in this legislation will have to await a definite 
improvement in the international political climate. 

should like to emphasize that these issues, together with certain 
minor technical impediments such as restrictions on the importation 
of certain furs from Russia, do not constitute serious obstacles to 
trade, if—as the Soviet leaders allege—they truly desire to expand 
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commerce with the United States. A broad range of peaceful goods 
is freely available through normal trade channels to the Soviet 
Union—just as these goods are available to our partners in the 
free adhe: 

Soviet leaders, including Mr. Mikoyan, have implied that the 
United States is blocking the expansion of peaceful trade in the 
“fear” that the living standards of Soviet citizens will be raised under 
a socialist system. This is patent nonsense. 

The American people have always sympathized with the impover- 
ished Soviet citizen. They have expressed their warm sympathy 
through substantial and generous aid to the Soviet people in their 
dire need following two world wars. As a matter of national policy, 
the U.S. Government would welcome a significant improvement in 
Soviet living standards, in the hope that this would serve to put a 
damper on the aggressive and expansionist ambitions of their Com- 
munist leaders. 

We offer the Soviets the opportunity to purchase unlimited quan- 
tities of food, clothing, household appliances, and other useful con- 
sumer items with which our free economy is blessed. Imports of 
this nature could immediately brighten the shabby existence of the 
average Soviet citizen and measurably improve his standard of living. 
I sincerely hope that the Soviet leaders will accept this offer. 

In truth, the only thing the Soviet Union needs to do if it really 
wishes to expand its trade with us is, quite simply, to begin trading. 
I can think of no more direct way to state the position of the U.S. 
Government. 

WHAT SOVIET LEADERS CAN DO 


I will admit that establishing firm and dependable commercial 
relations with private firms in the free world does not come easily 
to a Communist state trading monopoly. However, if the Soviet 
leaders wish to create greater confidence in the American business 
community, there are a number of things they can do. Among them 
I would suggest: 

First, make firm arrangements to settle outstanding Soviet debts. 

Second, permit a greater degree of access by private American 
firms to both producing and consuming units in the Soviet Union. 

Third, introduce a measure of predictability into Soviet foreign 
trade relations by making public their intentions with respect to 
specific goods which they intend to buy and sell under their foreign 
trade plans. 

Fourth, take measures to provide assurance to foreigners of genuine 
eapeoonen for private industrial property rights as well as authors’ 
nights. 

Finally, demonstrate firmer adherence to business principles— 
instead of turning trade off and on, as Soviet leaders so frequently do 
in the interest of political expediency. 

Before I leave the subject of United States-Soviet trade, I should 
like to emphasize what should be obvious from my earlier discussion 
of the nature of Soviet foreign trade: 

The major obstacle to an expansion of Soviet trade on a mutually 
beneficial and lasting basis lies in the whole orientation of Soviet 
economic policy with regard to foreign trade. It is the deliberate 
Soviet policy of striving for self-sufficiency and development in isola- 
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tion from foreign trade which is responsible for the fact that, despite 
large percentage increases over the low levels of Stalin’s time, the 
second largest economy in the world now exports to the free world 
at only the level of a country the size of Denmark. 


SOVIET ECONOMIC OFFENSIVE 


I have been discussing Soviet foreign economic policies as they 
relate to the United States and other Western industrialized nations. 
But there is another, even more important, aspect. of Soviet foreign 
economic policies: the Soviet Union’s determined and _ resourceful 
drive to penetrate, and eventually capture, the newly developing 
countries of Asia, Africa, and Latin America through trade and aid 
techniques. 

In the last 4 years the Soviet Union, together with its European 
sattelites and Communist China, has extended a net total of $2.4 
billion in credits. One billion dollars’ worth of these credits was 
extended during the past year. Soviet bloc trade turnover with 
underdeveloped countries of the free world during 1957 was $1.7 bil- 
lion—more than double the value of such trade in 1954. Preliminary 
data for 1958 indicate that this upward trend is continuing. 

The number of well-indoctrinated and dedicated Soviet technicians 
operating in Asia, the Middle East, and Africa has grown to 4,000— 
an increase of 65 percent in a single year—and their numbers are 
growing at a far faster rate than the number of our own American 
technicians. Skillful commercial propaganda, highly publicized 
bilateral trade agreements, and the exchange of trade delegations 
have all been used to drive home the Sino-Soviet economic offensive. 

The predominantly political motivation of this new activity is 
obvious and has been freely admitted by Soviet leaders. It repre- 
sents a strategic departure from the traditional Soviet pattern. They 
have candidly said that the export of capital equipment is not profit- 
able to them. 

In their offensive, economic weapons have been cleverly blended 
with military assistance, propaganda, and diplomatic moves to inflame 
local passions and to create and aggravate situations of crisis. The 
short-term objective is to provoke and capitalize on tensions between 
the less developed and the more developed nations of the free world. 
The long-range aim is to create climates and attitudes in the newly 
emerging areas which will be conducive to eventual Communist take- 
over. 

U.S. EFFORTS TO HELP NEWLY DEVELOPING NATIONS 


As all of you are well aware, the United States has for years been 
building a firm international economic framework designed to help 
the pecples of the newly developing nations realize their potential for 
growth as free citizens. The Soviet offensive in the underdeveloped 
countries has served to impart a greater sense of urgency to our 
efforts. 

It is now an accepted imperative of our national policy that the 
aspirations «’ the newly emerging peoples confront us with the most 
challenging task in our history—one that calls for the ready response 
of our best minds and resources. In approaching this task, one of the 
most important contributions we can make is to maintain a high rate 
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of growth in our own country. For, as our economy grows and pros- 
pers, its benefits are transmitted through normal trade and private 
capital channels to all nations which participate with us in the free 
world multilateral trading system. 

However, to accelerate the rate of sound economic growth in the 
underdeveloped countries considerably more investment capital is 
needed from outside sources. Public financing is required to supple- 
ment and accelerate the contributions being made by the normal flow 
of trade and private investment. 

These are some of the steps necessary to bolster the efforts the newly 
emerging peoples are making on their own behalf: 

First, we must take a leading part in reducing barriers to world 
trade, both through our own practices and through the General Agree- 
ment on Tariffs and Trade. This will increase the ability of less 
developed countries to pay for their own economic development 
through sales of their products. 

Second, we must be sympathetic and openminded regarding the 
problems which the less developed nations face as a result of severe 
price fluctuations of their raw-material exports. Such price fluctua- 
tions can, and have, wiped out many of the benefits to the less devel- 
oped countries from Western economic assistance. While fixed price- 
stabilization schemes cannot provide the answer to these problems, 
oe are other constructive actions which can and should be under- 
taken. 

Third, we must increase the resources of the International Monetary 
Fund to assist free world countries in meeting temporary drains on 
their foreign exchange reserves. We must also expand the lending 
capacity of the International Bank for Reconstruction and Develop- 
ment, which has accomplished so much in furthering the economic 
development of the less developed countries. 

Another attack on problems of mutual free world concern has 
special interest for all of you, in view of your close ties with Latin 
America: 

For many years our sister republics to the south have urged the 
establishment of a special lending institution to promote the economic 
development of Latin America. We have now agreed to participate 
in such an institution, and our representatives are currently meeting 
in Washington with officials of the other American States to draw up 
its charter. I consider the creation of this new institution to be a 
sound and forward-looking step which holds great promise for the 
future development of Latin America. 

Fourth, we must emphasize the role of our new Development Loan 
Fund as a source of development financing on flexible terms of re- 
payment. The Development Loan Fund must be enabled to take a 
more active part with the World Bank and our Export-Import Bank 
in stimulating an increased flow of capital for development programs. 

Fifth, we must continue to extend technical assistance to the under- 
developed nations through our long-established programs of bilateral 
technical cooperation and through the multilateral programs of the 
United Nations and the Organization of American States. 

Finally, I cannot stress too strongly the urgent need to call upon 
the vast human and financial resources of the private sector of our 
economy to work with Government in pushing back the frontiers of 
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free world economic development. Government alone cannot do the 
job. Increased private investment abroad and the enlistment of 
private managerial and technical talents are urgently in demand. 

When the Soviet Government engages in economic assistance, it 
uses the resources of its entire economy, because there is complete 
identity between the economy and the Government. We have no 
wish to emulate Soviet patterns of organization or behavior. How- 
ever, during times of crisis in our past, private enterprise has formed 
an effective working partnership with Government. We are now living 
in a time of continuing crisis. We must find ways to forge a new 
working partnership to meet the challenge of our time. 

Success in the achievement of our objectives will require the com- 
bined efforts of the entire American people. I look to you, as out- 
standing representatives of our internationally minded business com- 
munity, to take up the challenge. 











EXCERPTS FROM THE TWELTH REPORT TO CONGRESS ON 
THE MUTUAL DEFENSE ASSISTANCE CONTROL ACT OF 
1951 BY THE DEPARTMENT OF STATE 


I. THE INTERNATIONAL LIST REVIEW 


Review of U.S. economic defense policy 

During the period covered in this report [1958], the United States 
conducted an extensive and careful study of all items under interna- 
tional security export control to the Sino-Soviet bloc. Related prob- 
lems were also examined. This review preceded an expected meeting 
of the Coordinating Committee (COCOM) in Paris, which was subse- 
quently convened for the same purpose. 

There was general recognition by the United States and the other 
14 nations participating in the multilateral trade control system that 
the Soviet bloe had made considerable industrial, scientific, and 
technical progress since the last major revision of the program in 
1954. The awareness of this progress, which had reduced the relative 
strategic significance of some items under control and had raised the 
strategic importance of others, prompted the decision by the United 
States to reexamine and reappraise the cooperative trade control 
concepts and operations. In accordance with the regular practice, 
through the established mechanism of the National Security Council, 
the Council on Foreign Economic Policy, and the Economic Defense 
Advisory Committee (EDAC), the U.S. Government reexamined the 
international security controls in all of their aspects throughout 1957. 

The opinion prevailed from the outset that the renovation of the 
control system, in the light of new conditions, would involve both 
removals from, and additions to, the international lists.! The preser- 
vation of free world unity and the maintenance of an effective multi- 
lateral security trade control program, were the dominant principles 
that guided the United States in the detailed and technical review of 
its economic defense policy. 

The careful and systematic study conducted by EDAC, which 
coordinates interagency activities in the field of international security 
export controls, concluded that so long as the bloc’s objectives 
remained unchanged and tensions between the free world and the 
bloc were still acute, there should be no significant changes in the 
security trade control concepts which had been in effect for several 
years. EDAC recognized, however, that honest differences of 
opinion existed among various participating countries with respect 
to the composition of lists necessary to achieve the mutually agreed 
strategic objectives. Differing appraisals of technological progress 
in the bloc gave rise to certain problems in this area. EZ-DAC believed, 
therefore, that the multilateral program should be adjusted in a 

1 Prior to the 1958 revision there were three international lists of controlled items—list I (embargo), list 
II (quantitative or quota control), and list III (surveillance). The 1954 revision reduced the items on list 


I from about 260 to about 170; list II from some 90 to approximately 20; and list III from about 100 to roughly 


60. Only minor alterations were made in the international lists between 1954 and the second major revision 
in 1958. 
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manner which would meet changing security demands with minimum 
disruption of the economies of the countries concerned. 

The EDAC review firmly established the desirability of reexamining 
the international lists, the criteria used in deciding which items should 
be included on the lists, and the procedures necessary to continue the 
effectiveness of these lists. In. December 1957 the United States 
informally suggested that COCOM consider these matters. 


COCOM negotiations in Paris 


Several member governments, including the United States, sub- 
mitted recommendations to COCOM early in 1958 for a general re- 
examination of strategic controls for the purpose of making them 
more effective. In certain instances governments presented detailed 
proposals concerning the review. COCOM agreed in February that 
the review would be undertaken; it was also agreed that no decision 
would become final until the Consultative Group (CG) had examined 
the results. 

On March 24 COCOM. began its detailed and. exhaustive review of 
203 items. The complicated technical discussions extended over a 
period of more than 3 months. The statements made by the COCOM 
delegates affirmed their sincere desire to contribute to the resolution 
of the many complex problems that confronted the Committee. The 
common aim of all parties to seek a solution of problems through a 
tolerant and amicable approach was accompanied by a firm intention 
to exert every effort to strengthen the security of the free world. 

COCOM was assisted by technicians from all the participating 
countries. These specialists advised the delegations arid engaged in 
many informal technical discussions on such matters as the capabilities 
and requirements of the Sino-Soviet bloc for specific items, and their 
technical characteristics and military uses. 


The Consultative Group meeting 


A certain number of items remained unresolved at the conclusion of 
the COCOM review. In accordance with the procedure accepted at 
the commencement of the review, the CG, composed of representatives 
at the ministerial level, was convened to resolve these items and to 
approve the lists in their final form. The CG met’in Paris on July 
18-19, and succeeded in reconciling most of the unsettled items... The 
others were referred back to COCOM with instructions as to their 
resolution. 

The net effect of the list review was to narrow the coverage of the 
international embargo list (IL-I), both through a net reduction in the 
number of items covered and through a narrowing of the definitions of 


many other items. Many items were deleted entirely; others were 


added; and a number of categories were combined. 
The watch list 


During the CG meeting it was agreed that international lists IT and 
IIT (quantitative and surveillance control items) would be abolished, 
and a new system of secondary control in the form of a watch list would 
be established. This watch list consists largely of items formerly on 
international list I (embargo) which, in the opinion of COCOM, are 
of sufficient importance that their export to the bloc should be main- 
tained under surveillance. 
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U.S. appraisal of the list revision 


The United States regarded the COCOM and CG meetings as a 
mutual effort to reshape the multilateral export control system in such 
a way that it would insure the continued and full support of all the 
participating countries, and at the same time meet the security re- 
quirements of the free world. In this objective the meetings succeeded. 


U.S. export controls 


Following the agreements concluded in Paris, intensive consulta- 
tions teok place within the US. Government to determine the changes 
which would be made in the U.S. export control lists of the Depart- 
ment of Commerce and in the Mutual Defense Assistance Control 
Act (Battle Act) lists, administered by the Department of State. 
Timing his announcement to coincide with those made in the other 
COCOM capitals, Secretary of Commerce Weeks announced on 
August 14 that “significant changes” were being made in U.S. export 
controls.? ‘These changes,” he said, ‘‘will lead to a net reduction of 
U.S. controls. There will also be additions to the list of controlled 
commodities as a result of free world scientific and technological 
progress.” 

Mr. Weeks pointed out that the agreements concluded at the CG 
meeting were recommendations to the participating countries for 
minimum levels of control and that decisions as to the level of U.S. 
controls would take additional time. It*was explained that a revised 
list of controlled items would be issued in a few months,’ following a 
review by the Government agencies concerned, and that the list would 
continue to be larger than the international lists. Mr. Weeks empha- 
sized that the U.S. export control policy of preventing the shipment 
of goods which would augment the gino. oviet military buildup would 
continue. The total embargo on U.S. trade with Communist China, 
North Korea, and North Vietnam would remain unchanged. The 
relaxations in existing licensing policy applicable to European Soviet- 
bloc destinations did not change the requirement for prior approval 
of all proposed exports to those destinations regardless of whether the 
commodities are on the positive list or not, except for such commodities 
specifically under general license. 


Revisions in the Battle Act lists 


On September 3 the Department of State announced the revisions 
in the Battle Act lists which had become. effective on August 15. 
Some new items (military infrared equipment and specialized com- 
ponents, and certain munitions components and materials) embodying 
recent technological and scientific advances, and whose strategic 
significance had increased since the 1954 revision, were added. Other 
items were deleted because of a corresponding decrease in their 
strategic importance. Some of the items were redefined. ‘The re- 
vised unclassified title I, Category A Battle Act list of embargoed 
items, consisting of arms ammunition, implements of war, and atomic 
energy materials, is printed on pages 12—15 of this report. A general- 
ized description of the category B portion of the new embargo list 
appears on pages 15-17. 


* On Nov. 7, the Department of Commerce announced an easing of U.8. controls to friendly countries over 
a substantial number of commodities which formerly required individual ex licenses. Over 250 items 
were removed from the new positive list, which went into effeet on Nov. 10, leaving more than 700 others, 


including 80 new items, still subject to individual e mtrol. For details, see Department of 


co! 
Commerce press release dated Nov. 7, 1958, and its Current Export Bulletin No. 806, dated Nov. 10, 1958. 
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Il. U.S. EXPORT CONTROLS 


Export controls in general 

The Department of Commerce, under the Export Control Act of 
1949, as amended, is responsible for controls over nearly all com- 
mercial exportations from the United States. 

The Department of State is responsible for controls over the ex- 

rtation of arms, ammunition, and ts of war: the Atomic 
Fnettey Commission administers controls over the export of major 
atomic items; and the Department of the Tréasury administers con- 
trols over the exportation of gold and narcotics. 


Export controls of the Department of Commerce 


The export control regulations administered by the Department of 
Commerce are contained in the Comprehensive Export Schedule, 
ublished annually by the Bureau of Foreign Commerce (BFC) of the 
Heparinend of Commerce. Changes in these regulations are pub- 
lished regularly by BFC in Current Export Bulletins. These publi- 
cations must be consulted to determine the applicable requirements 
for the exportation of any given commodity to a specific destination. 
Quarterly reports submitted by the Secretary of Commerce to the 
President and to the Congress under the Export Control Act review 
the activities of the Department of Commerce in carrying out. the 
export control program, including major policy changes. 
xports to all destinations, except Canada, are controlled either 
through the issuance of a validated export license or the establishment 
of a general license permitting such shipments. 

A validated export license is a formal document issued to an ex- 
porter by the Department of Commerce which authorizes exportation 
within specific limitations. Validated licenses are required for ship- 
ments to virtually all destinations of commodities identified in the 
positive list of controlled commodities. This list is maintained on a 
current basis in the Comprehensive Export Schedule. 

Export controls are maintained by the Department of Commerce 
for short-supply reasons or for security reasons. Both export control 
policies reflect established U.S. foreign policy and international 
responsibilities. 

he objective of security controls is to exercise the necessary vigi- 
lance over exports from the standpoint of their significance to the 
national security. These controls are designed to prevent or restrict 
the exportation of strategic commodities to the Soviet bloc in order 
to impede the buildup and maintenance of Soviet war potential. 
Shipments of all commodities to Communist China, North Korea and 
Communist-controlled areas of Vietnam are embargoed. Shipments 
to other Soviet-bloc destinations, except Poland, are either denied or 
restricted, with the exception of certain nonstrategic commodities 
which, since April 26, 1956, may be shipped to the European Soviet 
bloc under General License GLSA. A validated license is required 
for exportations to Hong a and Macao with the exception of cer- 
tain commodities which may be shipped under general license GHK 
and shipments of other nonstrategic commodities valued at $25 or less. 
In addition, proposed shipments of strategic commodities to all 
destinations, except Canada, are carefully scrutinized to assure that 
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the goods will not be transshipped or diverted to unfriendly hands. 
To prevent frustration of U.S. export controls, the Department of 
Commerce is careful to assure that no item of’strategic significance is 
shipped.to a country which (1) ships identical or closely similar items 
to the Soviet bloc, or (2). would use the American item directly in the 
manufacture of strategic items for the Soviet bloc, 

Since-August 29, 1957, in accordance with the U.S. Government’s 
avowed desire to facilitate exports of agricultural commodities and 
industrial equipment for the benefit of the Polish people and to assist 
in strengthening Poland’s civilian economy, many nonpositive-list 
commodities may be shipped. to Poland under general license. How- 
ever, shipments of positive list commodities and of a group of non- 
positive-list commodities of some strateg ¢ value continue to require 
validated licenses. 

In order to prevent unauthorized transshipment abroad of com- 
‘modities of U.S, origi, the Department of Commerce has regulations 
‘covering the movement of such commodities after they leave the 
United States. These “destination control” regulations prohibit the 
reexportation of strategic items from the country of ultimate destina- 
tion unless prior written authorization from the Department of Com- 
‘merce is obtained. The export control regulations also restrict ves- 
sels, aircraft, or other carriers from delivering goods of U.S. origin 
to unauthorized destinations. Moreover, the United States partici- 
pates in the international [C/DV system. 

' Tn addition to security controls, it is necessary to administer export 
controls for short-supply reasons in order to protect the domestic 
economy of the United States from an excessive drain of scarce ma- 
terials and to reduce the inflationary impact of abnormal demand. 


Such controls are usually exercised by means of export programs or 
quotas fixed by the Secretary of Commerce. At the present time 
there are no short supply controls. 


O 








